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E.O. 11652N/A 
TAGS: ETRD, MTN 

SUBJECT; MTN PROGRESS REVIEW WITH EC 

1 . THE FULL MORNING REVIEW OF PRESENT STATUS ON TOKYO 
ROUND PROJECTS WAS CARRIED OUT ON FRIDAY IN BRUSSELS 
WITH LARGE TEAMS ON BOTH SIDES, INCLUDING MOST OF THE 
WORKING LEVEL SPECIALISTS IN EACH OF THE KEY FUNCTIONAL 
AREAS. THE DELEGATIONS WERE LED BY DIRECTOR GENERAL 
ROY DENMAN FOR THE EC AND AMBASSADOR MCDONALD FOR THE 
U.S. PARTICIPANTS INCLUDED FOR U.S.: MESSRS. RIVERS, 
MCNAMARA, NEWKIRK, BARED A, HARTZELL, GREENWALD AND 
MCCARTHY AND FOR THE EC; MESSRS. LOEFF, LUYTEN, RABOT, 
KLEIN, PHAN VAN PHI, PIZZUTI, ABBOTT, DUGIMONT, 
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SCHLOESSER, DERISBOURG AND, AT TIMES, OTHERS. THIS 
OVERALL SESSION WAS IN TURN FOLLOWED BY A SERIES OF 
WORKING LEVEL DISCUSSIONS ON SUBSIDIES/COUNTERVAIL, 
TARIFFS AND OTHER PLANS FOR OTHER AREAS. 

2. AN OVERVIEW OF THE MAJOR ITEMS AND ISSUES RAISED IS 
SUMMARIZED BELOW: 
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(A) SUBSIDIES/COUNTERVAIL. A REVIEW OF THE FULL 
MORNING DISCUSSION ON MONDAY WAS SUMMARIZED WITH BOTH 
SIDES INDICATING GREATER OPENNESS TO DISCUSS A WIDER 
RANGE OF ALTERNATIVES THAN PREVIOUSLY. FROM THE EC 
SIDE, THEY HAVE ASKED WHAT WE SPECIFICALLY EXPECT IN THE 
WAY OF SUBSIDY DISCIPLINES RELATING TO SUCH SENSITIVE 
AREAS AS NATIONALIZED INDUSTRIES AND REGIONAL ASSISTANCE, 
SUBJECTS BEFORE THIS WEEK CONSIDERED BY THEM TO BE 
ALMOST UNMENTIONABLE. THIS HAS LED TO THE OPENING OF 
THE COMPLETE SUBJECT OF DOMESTIC SUBSIDIES FOR CONSIDERA- 
TION IN TERMS OF APPROPRIATE GUIDELINES. IN TURN, THE 

U.S. IS AT LEAST CONSIDERING THE IMPLICATIONS OF VIEW- 
ING SUBSIDIES PREDOMINANTLY IN TERMS OF THEIR EFFECT 
IN DISTORTING TRADE RATHER THAN SIMPLY AS A VIOLATION 
OF PRINCIPLE. SOME PROMISING MIDDLE GROUND MAY BE OFFERED 
BY EXTENDING THE NOTION OF NULLIFICATION AND IMPAIRMENT 
AND THE EXPLORATION OF DISPUTE SETTLEMENT MECHANISMS 
THAT MIGHT PROVIDE CREDITIBILITY FOR MAINTAINING INTER- 
NATIONAL DISCIPLINE. FURTHER WORKING SESSIONS ARE ANTI- 
CIPATED IN WASHINGTON DURING THE EC VISIT ON MARCH 8-9 
AND WITHIN A FORTNIGHT FOLLOWING IN GENEVA, ALL WITH 
THE AIM OF HAVING SOME OVERALL CONCEPT FOR REVIEW AT 
THE MINISTERIAL LEVEL BILATERAL SCHEDULED FOR APRIL 10. 

(B) AGRICULTURE. THE AGRICULTURE SECTOR WAS ONLY 
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BRIEFLY TOUCHED UPON WITH THE U.S. PRESSING FOR EARLY 
BILATERALS. THE EC WILL BE IN TOUCH WITH KOENIG FOR 
MEETINGS TO BE SCHEDULED FROM FEBRUARY 28 OF TWO SORTS: 
THE FIRST BEING BILATERAL DISCUSSIONS OF MULTILATERAL 
ISSUES (E.G., PROSPECTS AND ALTERNATIVES FOR COMMODITY 
AGREEMENTS IN THE DAIRY AND MEAT AREAS) AND BILATERALS 
ON EC-US REQUEST/OFFER POSSIBILITIES. GREAT EMPHASIS 
BY THE EC IS BEING PLACED ON THE VISIT TO THE U.S. OF 
VICE PRESIDENT GUNDELACH ON MARCH 8-9. THEY FEEL SOME 
BREAKTHROUGH MUST BE MADE BETWEEN HIM, SECRETARY 
BERGLAND, AND AMBASSADOR STRAUSS TO PROVIDE A POSITIVE 
THRUST IN THIS AREA WITHIN THE HEAVY POLITICAL CONSTRAINTS 
ON BOTH SIDES. (ALTHOUGH THIS DID NOT PUBLICLY COME 
OUT IN THE MEETING, IN PRIVATE DISCUSSIONS THE EC HAS 
EXPRESSED CONSIDERABLE DISAPPOINTMENT ON WHAT THEY 
VIEW AS THE U.S. FAILING TO FOLLOW THROUGH IN LONDON 
IWC SESSIONS WITH THE EARLIER BERGLAND-GUNDELACH AGREE- 
MENTS FROM DECEMBER. CONSEQUENTLY, OUR RELATIONSHIPS 
IN AGRICULTURE HAVE DETERIORATED SINCE EARLY JANUARY 
AND THE EC IS INCREASINGLY SUSPICIOUS OF U.S. INTENTIONS 
AND NEGOTIATING TACTICS.) 
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(C) SAFEGUARDS. AS INDICATED IN EARLIER CABLES, THE 
EC IS BECOMING EXTREMELY NERVOUS ABOUT SAFEGUARDS. THEY 
ARE RECEIVING CONSIDERABLE PRESSURES FROM THE JAPANESE, 
CANADIANS AND OTHERS. THEY REITERATED THAT THEY CON- 
SIDERED SAFEGUARDS TO BE AN INTERLINKED PART OF THE TOTAL 
PACKAGE WITH TARIFFS SINCE THEY DO NOT CONSIDER THIS WILL 
BE SELF-BALANCING EVEN AFTER OUR NEGOTIATION WITHOUT SOME 
SAFEGUARD PROVISIONS. THEY ARE PARTICULARLY WORRIED AT 
THE MOMENT BY THE PROLIFERATION OF TEXTS, WHICH THEY 
INTERPRET TO MEAN THAT EFFORTS THERE HAVE BEEN GOING 
BACKWARD OVER THE LAST FEW WEEKS WITH A TORRENT OF PAPER 
BEING GENERATED BUT WITH THE OVERALL POSITION DETERIORAT 
ING FROM THE JOINT PAPER PUBLISHED AT CHRISTMAS BY THE 
US/EC. U.S. INTRODUCTION OF AMENDMENTS AT THIS STAGE 
LIMITED OFFICIAL USE 
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WAS FURTHER COMPLICATING THEIR LIVES, WEAKENING THEIR 
POSITION FOR A SELECTIVE SAFEGUARDS CLAUSE WHETHER WE 
INTENDED IT OR NOT. ON THAT POINT, MCDONALD REEMPHASIZED 
THAT OUR FEW ADDITIONS ON DOMESTIC PROCEDURES AND TRANS- 
PARENCY WE CONSIDERED TO BE ABSOLUTELY ESSENTIAL AND 
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THAT ABBOTT'S COMMENTS THAT THESE MAY FORCE EC TO WITH- 
DRAW THE WHOLE ARTICLE ON EXPORT RESTRAINTS WAS NOT HELP- 
FUL. MCDONALD INDICATED THAT WE HAD NOT TAKEN EC'S 
POINT OF VIEW ON EXPORT RESTRAINTS AND THAT THE U.S. WAS 
PERTURBED BY THE FACT THAT ABOUT ONE-THIRD OF THE UK 
IMPORTS WERE NOW COVERED BY VOLUNTARY RESTRAINTS, AN OB 
VIOUS DISTORTION OF MAJOR TRADE FLOWS WITHOUT TRANS- 
PARENCY OR THE POSSIBILITY FOR CHALLENGE BY OTHER COUN- 
TRIES. THE EC AGREED THAT THEY SHOULD BE PRESSING AHEAD 
WITH BILATERALS WITH THE JAPANESE, THE CANADIANS AND 
OTHERS, BUT APPEALED TO THE U.S. TO JOIN BACK WITH THEM 
IN BILATERALS TO COME UP WITH A CONSOLIDATED POSITION 
SHORTLY. DENMAN EMPHASIZED THAT WE MUST MAKE PROGRESS 
HERE AS WELL AS IN THE OTHER AREAS SINCE WE SHOULD HAVE 
A PRETTY GOOD PACKAGE BY APRIL 10 SINCE HE COULD NOT 
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REPORT BACK TO HIS MEMBER STATES THAT SAFEGUARDS WAS 
STILL IN TROUBLE BUT THAT PROGRESS WAS STRONG ON ALL OTHER 
FRONTS AT THAT TIME. THEREFORE, IT SHOULD BE ANTICIPATED 
THAT THE EC WILL BE UNDERLINING THE IMPORTANCE OF THIS 
SUBJECT TO THEM DURING THEIR VISIT TO WASHINGTON ON 
MARCH 8/9. 

(D) STANDARDS. THERE WAS CONSIDERABLE DISCUSSION 
ABOUT THE UPCOMING MEETING ON STANDARDS AND THE NEED 
TO AVOID SIMPLY A DETAILED REVIEW OF ALL AMENDMENTS BY 
SELECTIVELY PICKING UP THOSE TOPICS IN WHICH GREATER 
PROGRESS COULD BE MADE. THE U.S. SUGGESTED THAT BY 
CONCENTRATING EARLIER ON THE DISPUTE SETTLEMENTS ASPECTS, 
WE MIGHT GET A BETTER UNDERSTANDING OF THEIR APPROACH 
TOWARD EXPANDED CENTRAL GOVERNMENT RESPONSIBILITY THUS 
CONTRIBUTING TO THE GENERAL PROGRESS OF THE DISCUSSIONS. 
THE EC ALSO MENTIONED THAT THEY WERE STILL UNDECIDED ON 
HOW THIS MIGHT APPLY TO AGRICULTURE BUT WERE WILLING 
FOR THAT TO BE ONE OF THE ITEMS TO BE DISCUSSED BY 

GROUP AGRICULTURE AT THEIR MEETING ABOUT A WEEK AFTER 
EASTER. CLEARLY THIS WAS ANOTHER AREA IN WHICH A COMMON 
BILATERAL POSITION BETWEEN THE U.S. AND THE EC IS GOING 
TO BE NEEDED, AND NEWKIRK AND SCHLOESSER WILL BE MOVING 
AHEAD ON THAT BASIS. 

(E) GOVERNMENT PROCUREMENT. GOVERNMENT PROCUREMENT 
IS MOVING ALONG WELL WITH AN ELABORATE SERIES OF TEN 
DAYS OF MEETINGS SCHEDULED BEGINNING ABOUT MID MARCH. 
THESE WILL CONSIST OF BILATERALS, PLURILATERALS AND 
MORE FORMAL SESSIONS ENDING UP WITH A MEETING OF THE 
FORMAL SUBGROUP HOPEFULLY WITH A DOCUMENT MUCH FURTHER 
ADVANCED. THE KEY ISSUES HERE FOR EARLY ELABORATION ARE 
TRANSPARENCY, DISPUTE SETTLEMENT AND S AND D. COVERAGE 
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WILL BE DELAYED FOR CONSIDERATION UNTIL ABOUT MID-APRIL 
AFTER THE SUBSTANCE OF THE CODE IS PRETTY WELL IN VIEW. 

THE U.S. EMPHASIZED THAT EVEN THOUGH THEY WERE IN AGREE- 
MENT ON THIS SEQUENCE AND APPROXIMATE TIMING, THAT COVER- 
AGE WOULD INDEED REQUIRE OUR CONCENTRATED EFFORT AT THAT 
POINT. THE EC ALSO MENTIONED THAT COUNTRIES SIGNING 
THE STANDARDS AND GOVERNMENT PROCUREMENT CODE SHOULD 
APPROXIMATELY BE THE SAME, OTHERWISE SOME COUNTRIES NOT 
ADHERING TO THE STANDARDS SITUATION MIGHT BE ABLE TO 
AVOID THE GOVERNMENT PROCUREMENT DISCIPLINES. 

(F) CUSTOMS VALUATION. THE SITUATION IS NOW AWAIT- 
ING THE OFFICIAL U.S. REACTION BACK TO THE EC DRAFT. WE 
INDICATED THIS IS NOW GOING THROUGH CLEARANCE IN WASH- 
INGTON AND WE HOPE TO HAVE DISCUSSIONS WITH THEM ON IT 
WITHIN THE NEXT FORTNIGHT. FROM THE EC PERSPECTIVE, THEY 
HOPE THIS, TOO, CAN BE PRETTY WELL IN VIEW BY EARLY APRIL 
AND ONE OF THE POINTS TO BE CONSOLIDATED ABOUT THE TIME 
OF THE APRIL 10 MEETING. 

(G) LICENSING. THE U.S. RECOGNIZED THE EC RETICENCE 

TO PROCEED ON A LICENSING CODE BECAUSE OF COMPLICATIONS 
AMONG ITS MEMBER STATES. HOWEVER WE POINTED OUT THAT 
OUR MAIN AIM IN THIS AREA WAS LDC'S AND THAT TOGETHER WE 
DID HAVE QUITE A WIDESPREAD COMMON INTEREST HERE. IT 
WAS AGREED THAT THE TEAMS IN GENEVA WILL GET TOGETHER 
AT THE WORKING LEVEL TO TRY TO FIND A WAY AROUND THE 
EC STUMBLING BLOCK SO THAT WE CAN PRESS AHEAD ON A JOINT 
FRONT FOR PROGRESS ON THE LICENSING CODE. 

(H) RULES OF ORIGIN. THE EC POSITION HERE IS THAT 

NO GLOBAL CHANGES IN RULES OF ORIGIN ARE APPROPRIATE 
FOR THE MTN. THEY SUGGESTED THAT CONTINUING ON A CASE- 
BY-CASE BASIS IS THE BEST WAY TO PROCEED SINCE THEIR 
RULES OF ORIGIN ARE CONTINUALLY EVOLVING ON A SITUATION- 
BY-SITUATION BASIS. THEY REFUSED TO CONSIDER THE U.S. 

IDEA OF A 50 PERCENT DEFINITION SINCE THEY CONSIDER 
LIMITED OFFICIAL USE 
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THAT ANY STEP BACK FROM 100 PERCENT ORIGIN IS AN AUTONO- 
MOUS CONCESSION. THEY POINTED OUT THAT THERE IS A 
PROLIFERATION OF DIFFERENT SYSTEMS AND THAT TO OPEN THIS 
PARTICULAR SUBIECT IN THE HOPE OF FINDING SOME COMMON 
RULES WOULD LEAD TO A PANDORA'S BOX THAT COULD CREATE 
PROBLEMS. THEREFORE, DISCUSSIONS ON THIS TOPIC ARE 
TOTALLY STALEMATED. IT IS DOUBTFUL WHETHER WE CAN MAKE 
ANY PROGRESS EXCEPT TO AGREE ON A PROCEDURE FOR ACCELER- 
ATED CASE-BY-CASE REVIEWS. 

(I). FRAMEWORK. THE U.S. REVIEWED ITS RECENT SERIES 
OF INFORMAL DISCUSSIONS WITH LDCS ON THE FRAMEWORK 
QUESTIONS. WE AGAIN AGREED FOR THE WORKING LEVEL PARTIES 
IN GENEVA TO CONTINUE THEIR DISCUSSIONS, HOPEFULLY SEEK- 
ING A COMMON POINT OF VIEW THAT WOULD BE AVAILABLE PRIOR 
TO THE APRIL 10 MEETING. THE EC AGREED TO CONTINUE DIS- 
LIMITED OFFICIAL USE 
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CUSSING THE BOP PROBLEM WITH US, COMMENTING THAT THEIR 
MAIN DIFFICULTY HAD OCCURRED RECENTLY WITHIN THEIR MEMBER 
STATES WHO CANNOT AGREE ON BOP DISCIPLINES FOR DEVELOPED 
COUNTRIES ALTHOUGH THEY SHARE OUR VIEW VERY MUCH ON 
HANDLING THIS ISSUE FOR LDCS. WE AGREED THAT IDEALLY 
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THE HAFERKAMP/STRAUSS MEETING IN APRIL SHOULD HAVE SOME 
SUBSTANCE TO TALK ABOUT HERE WITH THE LDC'S AS A WAY 
TO BRING THEM ALONG EVEN FURTHER TOWARD THE IDEA OF 
THIS BEING A SUCCESSFUL AND SUBSTANTIVE NEGOTIATION. 

(J) TARIFFS. THE TARIFF QUESTION TOOK LITTLE TIME 
SINCE THE EC SUGGESTED THEY WERE STILL ANALYZING OUR 
OFFER AND WERE NOT IN A POSITION YET TO BEGIN DETAILED 
NEGOTIATIONS. DENMAN COMMENTED THAT IT WAS CLEAR AT A 
SUPERFICIAL VIEW THAT THE U.S. HAD MADE A DILIGENT EFFORT 
TO COME THROUGH WITH A WORTHWHILE OFFER, BUT THAT CER- 
TAINLY THEY WERE APPREHENSIVE ABOUT OUR EXCEPTIONS, SOME 
ITEMS OF PARTICULAR INTEREST THAT WERE NOT UP TO THE 
WORKING HYPOTHESIS LEVEL AND THE IMPACT OF THESE EXCEP- 
TIONS ON THEIR HARMONIZATION AIMS. ALTHOUGH THIS WILL 
BE A HARD AND DETAILED NEGOTIATION, IT IS PREDOMINANTLY 
THE ANALYTICAL WORK ON BOTH SIDES THAT IS PRESENTLY HOLD- 
ING IT UP. IN THE MEANTIME, THE U.S. SHOULD RECEIVE IN 
GENEVA WITHIN A FEW DAYS THE DETAILED LINE-BY-LINE INFOR- 
MATION TO SUPPLEMENT THE EC OFFER ON ITS CURRENT SCHEDULE. 

3. ADMINISTRATIVE ARRANGEMENTS FOR UPCOMING MEETINGS. 

THE DISCUSSION OF AGENDA TOPICS FOR THE MARCH 8/9 VISIT 
OF GUNDELACH, DENMAN ET AL TO WASHINGTON AND THE 
APRIL 10 SESSION IN GENEVA ARE COVERED IN SEPTELS. 

4. IN SUM, THE MEETING WAS GENERALLY POSITIVE IN TONE 

WITH ONLY ONE OR TWO SOMEWHAT HEATED EXCHANGES. THE DIF- 
FERENCES ARE STILL GREAT BETWEEN OUR SIDES, BUT THE TONE 
LIMITED OFFICIAL USE 
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OF THE MEETING REFLECTED A MUTUAL COMMITMENT TO KEEP 
PRESSING AHEAD ON ALL FRONTS WITHIN THE TIMETABLE 
ESTABLISHED, TO STICK TO THE SUBSTANCE OF THE TOPICS 
WITHOUT BECOMING EMOTIONALLY EMBROILED, AND TO COLLABOR- 
ATE CLOSELY TO STEER OTHER DELEGATIONS TOWARD A SUCCESS- 
FUL AND SUBSTANTIVE CONCLUSION OF THE TOKYO ROUND. THIS 
TONE WAS AN EXTENSION OF THE PRIVATE DINNER DISCUSSION 
ON THURSDAY NIGHT BETWEEN DENMAN AND MCDONALD, REFLECT- 
ING THEIR VIEWS THAT WE WOULD EXPLORE WHATEVER WAS NECES- 
SARY ON THE TABLE IN AS OPEN A WAY AS POSSIBLE WITHOUT 
COMMITMENTS IN ORDER TO MAKE SURE THE APPROPRIATE TER- 
RAIN IS COVERED. (COMMENT: THIS REFLECTS AN IMPORTANT 
AND APPROPRIATE SHIFT IN THE NEGOTIATING PACE TO SEARCH 
OUT FAIRLY BROADLY THE LATITUDES FOR DEALS RATHER THAN 
SIMPLY VOICING NARROW POSITIONS CONFORMING TO DETAILED 
INSTRUCTIONS.) ALSO, TO KEEP THE PROCESS MOVING, 

NEITHER SIDE WILL RESORT TO PROCEDURAL ROADBLOCKS TO GET 
A FAVORED POSITION WITHIN THE PACKAGE, BUT WE WILL 
CONTINUE TO PRESS AHEAD ON ALL FRONTS, KEEPING IN MIND 
THE TOTAL BALANCE ESSENTIAL ACROSS THE COMPLETE SPECTRUM 
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